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Research Update:

Yestar Healthcare Holdings Co. Ltd. 'BB-' Rating
Affirmed On Strong EBITDA Growth, Ongoing
Deleveraging; Outlook Stable

Overview

* W expect Yestar's EBITDA growh to remain strong in the coming 12-24
nmont hs and support its cash fl ow generati on and ongoi ng del everagi ng.

e In our view, Yestar has the flexibility to decide the paynent terns on a
| unp sum cash paynment to buy out a remaining mnority stake in Shangha
Enphasis. W see the likelihood of such a payout in full as |ow over the
next 12 nonths.

W are affirmng our 'BB-' issuer credit rating on Yestar

e The stable outlook reflects our expectation that Yestar will nmaintain its
good grow h and profitability over the next 12 nonths, while keeping its
debt -t o- EBI TDA rati o bel ow 4. Ox.

Rating Action

On Aug. 28, 2018, S&P dobal Ratings affirned its 'BB-' |ong-termissuer
credit rating on Yestar Healthcare Holdings Co. Ltd., a distributor of
in-vitro-diagnostic (1VD) products and photographic filnms. The outl ook is
st abl e.

Rationale

We affirned the rating because we expect Yestar to nmmintain its credit netrics
over the next 12-24 nonths and continue to del everage while expanding its
ear ni ngs through both organic and i norganic growh, particularly in the |IVD

di stribution business.

Yestar has a contingent obligation to pay Chinese renninbi (RVB) 675 million
in the second half of 2018 for a remaining 30% stake i n Shanghai Enphasis
Group Conpanies. W believe the terns of the contract provide Yestar
significant flexibility to satisfy its contractual obligations. Essentially,
Yestar and the mnority stake owner of Shanghai Enphasis will need to agree on
the fornms of consideration and timng of payments. We expect Yestar to
exercise this flexibility to make sure it has sufficient liquidity to nmeet its
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ongoi ng obligations and maturities while ensuring a certain |level of cushion
Furthernore, M. Li Bin, the mnority sharehol der of Shanghai Enphasis, has an
aligned interest with Yestar as the second-|argest shareholder in the firm
(7.6% outside of the controlling Hartono family. It is therefore likely, in
our view, that both parties cone to mutually agreeable termns.

We see a |l ow probability of Yestar settling the RVMB675 nmillion in cash in ful
in the coming year. Even if the conpany were to pay the anbunt in full wth
debt, it would not affect our liquidity assessnent or its del everaging trend.
W expect the conpany's strong operating cash flow to support its liquidity
and help maintain its debt-to-EBITDA ratio at bel ow 4. 0x.

In addition, Yestar does not have any other contractual acquisition paynents
for the coming 12 nonths. Managenent indicated that it does not plan to pursue
new acqui sitions but instead focus on integration over the near term Yestar's
debt capital structure is weighted toward |ong-term debt and does not have

| arge near-termmaturities.

Liquidity

We assess Yestar's liquidity as adequate because the conpany's sources of
l[iquidity are likely to cover its uses by nore than 1.2x over the next 12
nonths. W al so expect the conpany's liquidity to exceed uses even if EBI TDA
declines by 15% In addition, we believe Yestar has generally satisfactory
standing in credit markets with prudent risk nanagemnent.

Principal liquidity sources:
e Cash and cash equivalents of RVMB370 million as of June 30, 2018.

e Cash funds from operations of about RVB600 nmillion-RVMB700 million over
the 12 nonths endi ng June 30, 2019.

Principal liquidity uses:
e Short-termdebt maturities of RVB280 million as of June 30, 2018.

» Working capital outflows of about RVB200 nillion-RvB300 million over the
12 nonths endi ng June 30, 2019.

 Capital expenditures of about RMB30 nillion each year

 Dividend paynents of about RMB120 million

Outlook

The stable outlook on Yestar reflects our expectation that the conpany wll
maintain its good growth and profitability over the next 12 nonths. W expect
the conpany to naintain its debt-to-EBITDA ratio at 4.0x or bel ow incl uding
the i nmpact of additional acquisitions over the next 12 nmonths. W al so expect
the conpany to nmintain good financial discipline and carefully manage its
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acqui sitions and fundi ng sources.

Downside scenario

W may lower the rating if Yestar: (1) reduces its liquidity buffer by paying
mnority shareholders with cash on its bal ance sheet; (2) pursues debt-funded
acqui sitions in a nore aggressive manner than we expect; or (3) has | ower
profitability or growth than we estimate, such that its debt-to-EBITDA ratio
stays above 4.0x over the next 12 nonths w t hout signs of significant

i mprovenent .

Upside scenario

Rating upside is linmted in the next 12 nonths. W could raise the rating if
Yestar denonstrates a | onger track record of prudent financial managenment and
i mproves its |leverage profile, such that its debt-to-EBITDA ratio decreases to
bel ow 3. 0x on a sustai ned basis.

Ratings Score Snapshot

| ssuer Credit Rating: BB-/Stable/--
Busi ness risk: Wak

 Country risk: Mderately high

* Industry risk: Internediate

e Conpetitive position: Wak

Financial risk: Significant
* Cash flow Leverage: Significant

Anchor: bb-

Modi fiers
e Diversification/Portfolio effect: Neutral (no inpact)

e Capital structure: Neutral (no inpact)
 Financial policy: Neutral (no inpact)
 Liquidity: Adequate (no inpact)

* Managenent and governance: Fair (no inpact)

e Conparable rating analysis: Neutral (no inpact)
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Ratings List

Ratings Affirmed

Yest ar Heal t hcare Hol di ngs Co. Ltd.

| ssuer Credit Rating BB-/ St abl e/ - -

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors. com for further

i nformati on. Conplete ratings information is available to subscribers of

Rati ngsDirect at ww. capitaliqg.com Al ratings affected by this rating action
can be found on S&P d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft

col um.
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